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GROUP ACTIVITIES 1998

INTERNATIONAL CO-EDITION PUBLISHING
SALES £38.1 MILLION

Quarto is one of the world’s leading producers of co-edition books,
We have particularly scrong representation in instructional how-to
areas, including arts and crafts, cooking, hearth and home, and the
growing category of mind, body and spirit. Our titles are licensed
to publishers around the world who market and distribute che books
under cheir own imprints, often in cranslation. We arrange che
manufaccuring, and keep control over the exploitation of chese
important ineellectual property rights. In rerail terms our books had
a global sales value in 1998 of more than £150 million. We sold

books to publishers in more than 35 different countries.

The main operating units in the UK ate Quarto Publishing, Quintet,
Quarto Children’s Books, and our backlist specialist Quantum.
Design Eye principally publishes children’s books. Rockport, based
in the USA, and RotoVision, in Swiczerland, both produce books for
professionals in the graphic and commercial arts fields.
GROQUP REVENUES 1998
. CO-EDITION PUBUSHING 48%
BOOK PUBLISHING 29%

B PUBLSHING SERVICES 15%

ART PUBUSHING 8%
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1998 SALES BY MARKET

NORTH AMERICA 55%

.|

EURCPE 19%

2z MW

UNITED KINGDOM 16%

3

FAR FAST AND AUSTRALASIA 8%

REST OF WORLD 2%

BOOK PUBLISHING
SALES £22.6 MILLION

This division comprises five aperating units. In the USA, Book Sales operates as a promotional publisher,
selling most of its books through bookstores. Broughton Hall is a directory publisher, based in California
and selling via inbound relemarketing. Walter Foster is America’s leading publisher of arr instruction books
that are sold primarily chrough arts and craft stoges. Based in the UK, Apple is a trade book publisher, and

the Artists and [fustrator’s Magazine is published for the amateur and semi-professional audience.

PUBLISHING SERVICES
SALES £12.0 MILLION

Regent Publishing based in Hong Kong, handles pre-press and printing needs in the region for Group
and non-Group customers. ProVision operates in similar fashion from Singapore, with particular
emphasis on the needs of graphic arts publishers. AP Screenprinters and Western Screen & Sign,

both located in the UK, are involved in producing displays for the retailing sector.

ART PUBLISHING
SALES £6.5 MILLION

Operating cthrough three publishing units, Scafa’Modern Art, Front Line Graphics, and Artworks, the

division publishes a broad range of open and limited edition images. The prints are sold predominantly to

framing companies. The division also has a discribution arm, Parmur, based in Australia.
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CHAIRMAN'S LETTER
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QUARTO ANNUAL

The best way to describe 1998 is as a challenging year. There were
solid achievements in three of our four divisions, with profits
increasing, but the Art Publishing division did not respond ta che

medicine we administered, with sales falling, and losses increasing.

The Co-edition Publishing division operated in a generally buoyant
market for books. It was also a very competicive market, and we did
very well to improve our margins and profits during the period. This
was achieved despite the very serious impact on us of a decimated
Astan marker. Our Book Publishing division, operacing mostly in the
United States, focussed on stock managemene in 1998. We have been
keen w reduce the amount of investment tied up in scocks and are
pleased that we substantially mer our objectives for stock turn and cash

generation. The Publishing Services division had another good year.

The disappointment was in the performance of the Arc Publishing
division. Intrinsically, this is a sound and profitable division. We have
faced personnel issues that, in curn, led to poor publishing decisions.
Both of these problems have been addressed. There is now clear focus

on better images, and we expect a recurn to profitabilicy in 1999.

I can report a small increase in profits on slighely reduced sales. For

che year ended 31st December 1998, the Board is recommending an
unchanged final dividend of 2.3p net, making a rotal for the year of
4.5p nert, payable on 3 May 1999 to shareholders on the register ac 6
April 1999,

There were important changes in the composition of your Board ip
1998. After many years of involvement, Eric de Bellaigue
announced his retirement as a non-executive direcror. We are very
grateful for his guidance and good humour over the years. Peter
Campbell and Peter Waine both joined as non-executive directors
during che year. On the executive side there were changes, too.
Harvey Goldstein’s position as President of Quarro, North America,
was eliminated, and he resigned from che company. Geoff Banks
stepped down from the Board to concentrate on running an
operating unit. Towards the end of the year, I announced the
appointment of Terry Hancock as Chief Operating Officer of the
Group, and his appointment to the Board. These are the visible
signs of the maturing of the company, with the Board concentrating
on overall direction and strategy. 1 welcome these important

developments and am grateful for the input of our outside directors.

The Board has stressed its determination o develop our publishing

strengchs. The involvement in Publishing Services is no longer
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central to our publishing stracegy. The Publishing Services division continues to petform well, and to

provide benefits to our individual operating units. We support the division'’s ambitious plans for growth,
recognizing that there may well come a time when these activities would be better carried on by others,

Reducing Group debt levels has been a major objective, We did not quite achieve our rargets in 1998
because of the poor performance of our most cash-generative division, Art Publishing. Despite this, we
managed to implement the first stage of the share buy-back program that shareholders approved last year.
The buy-back of 750,000 shares in December was a good investment by the company, and will be
followed as conditions allow.

Towards the end of November, Broughton Hall, our directory publishing subsidiary based in California,
became embroiled in a regulatory investigation inco the telemarketing business. Broughton Hall sells
relatively low-cost directories to consumers. Its business practices have barely changed in the many, many
years it has been in operation, and we are satisfied thar they are conducred responsibly. However the
complaints against Broughton Hall are being taken seriously and as part of our effort to resolve this with
the auchorities wichout litigation we have discontinued our operations pending a resolution. Prior to the
discontinuation of operations at the end of November, it made pre-tax profits of £0.3m and had net assets
of £0.34m. The impact on the Group numbers as a whole, therefore, is not substantial. The exceprional
item relates to the quantifiable costs of the discontinuation of business and the associaced legal expenses.
I shall report furcher in due course.

Alchough debe levels remain higher than we would like, they are comfortably within our banking
covenants. During 1999 we shall make further progress in reducing debt by concentrating more
specifically on improving stock turn. We achieved this successfully in 1998 with Book Sales, and we are
now extending the disciplines that we introduced there more widely within the Group. By taking a less
accommodating approach to consistently underperforming activities, we shall refocus cur management

attention on those with the greatest potential for growth.

The growth of Internet commerce, the continued dominance of ever-larger retail chains, with growing
superstores, and other changes in the publishing field, have ail helped us to refine our furure straregy. We
have relied very heavily in 1998 on the vicality of our backlists, and these performed very well for us, even
in art print publishing, where there was a dearth of good, new imagery published. We believe that this
can continue, particularly in Book Publishing, provided thar we retain our strong focus on self-
improvement titles. This is a world in which rising living standards are the norm, and these require

higher levels of skill, and greater sophistication. Servicing these needs is our continuing mission.

The prospects for the publishing industry ate good. The greater availability of books in retail outlets, the
explosive growth of on-line retailers, such as Amazon.com, all testify to the investment and vitality in the
industry. With the changes we have made over the last two years, and che anticipated return to profitability
within the art print business, | am confideryyhat we shall improve our competitive position in 1999.

Laurence E. Orbach
Chairman and Chief Executive
London, February 16, 1999
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GROUP OPERATING REVIEW

£ MILLION

1997

1998

1998 was, on balance, a year of progress. Despite setbacks in our
smallest division, Arc Publishing, continued unhelpful currency
alignments and economic difficulties in some of our smaller markets,

most of our unics improved their profits.

With the exception of Art Publishing, all divisions delivered higher
operating profits. In Europe and the USA, our largest markers, and
where we made 90% of our sales, the trading environment was stable.
Group sales in the year ended 31st December 1998 reduced by 3% to

£79.2m. Sales at constant currency rates in 1998 were £80.5m.

We remmnain committed to our emphasis on cost and margin controls,
which are central to our continued success. We were very successful

in 1998 in negotiating reduced priority prices across the Group.

More detail on each of the Group’s aperating units is given on pages
10 to 19.

OPERATING PROFIT 8Y DIVISION

iicy

S EIEE

CO-EDITION BOOK PUBLISHING ART
PUBLISHING SERVICES PUBLISHING
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A SUMMARY OF OPERATING PERFORMANCE 8Y DIVISION IS GIVEN BELOW;

£000 1998 1997

SALES QOPERATING PROFIT SALES COPERATING PROFIT

CO-EDITION PUBLISHING 38,128 4,859 (12.7%) 39,415 4,675 (11.9%)
BOOK PUBLISHING 22,585 1,913 (8.5%) 23,487 1,671 (7.1%)
PUBLISHING SERVICES 11,990 1,222 {10.2%) 10,670 1,048 ({9.8%)
ART PUBLISHING 6,453 [588] {-) 8,248 105 (-}
GROUP OVERHEAD - [1,196] (-) . (1,106] (-
TOTAL 79,156 6,210  (7.8%) 81,820 6,183  (7.6%]

OPERATING PROFITS

Group operating profits were ahead at £6.21m {1997: £6.18m). Operating margins improved to 7.86%
[1997: 7.6%1. In our largesc divisions, Co-edicion Publishing and Book Publishing, which together
account for over three quarters of Group turnoves, combined operating profits grew to £6.77m [1997:
£6.55m].

Co-edition operating profits grew in overall terms by 4%. The dramatic slowdown in Far Eastern
markers impacted on our professional publishing units severely, and held back a grearer level of
underlying growth. Book Publishing posted a heaithy 14% rise in operating profits. In both divisions
operating margins improved, Co-edition to 12.7% [1997: 11.9%] and Book Publishing to 8.5% {1997:
7.19%]. It remains our objective to achieve an operating margin of 15% in our Co-edition business and a

10% return on sales in Book Publishing operations. A number of individual units achieved these targets.

Publishing Services recorded higher operating profits of £1.22m [1997: £1.05m} and improved operating
margins of 10.2% [1997: 9.8%]}. The businesses adjusted successtully ro the changed crading

environment in the Far Easc. Are Publishing operating losses rose from £.11m in 1997 to £.59m in

1998, as the division went through a process of complete reseructuring.
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SALES

QUARTO ANNUAL

Co-edition Publishing sales were £38.1m [1997: £39.4m} and
reflect the substantial impact of the Asian downturn, Book
Publishing sales fell to £22.6m [1997: £23.5m]. In both divisions
we have resisted pressures to grow sales through reducing margin.
We tecognise the profound impact of a low inflation environment
bur prefer to address this by strengthening our operating efficiency,
growing reprint volames, and improving the quality of our frontlist.
Our business model is predicated on books earning an overall recurn

on investment over at feast a 3 year period.

Sales of the Publishing Services division grew by 12% 0 £12.0m,
[1997:£10.7m] as our print-broking businesses successfully extended
their chied-party customer bases. Arc Publishing sales were £6.5m
[1997: £8.2m], reflecting the testructuring of those businesses, and

their reduced publishing programmes.

GROSS MARGINS

Gross margins rose across the Group as a whole. Tight conerol of
printing and production costs in the co-edition businesses helped.
Book Publishing gross margins rose following the earlier decision to
improve inventory turn ac Book Sales, even though this depressed

returns initially.

Gross margins were ahead at Publishing Services as the division
expanded in a very competitive market, An additional factor for che
division was the decision to reduce overheads, leading to better

operating margins overall,

Art Publishing gross margins slipped to under 50%. Margin
improvements here will be driven by the success of our restructuring

and the market reception for our new publishing programmes.

REPORT 1998




OVERHEADS

Underlying Group overheads and headcount fell, a trend that accelerated during the year as we tighrened
internal efficiencies. Group overheads rose slightly to £1.2m (1997: £1.1m) principally due to one-off
expenses relating to the costs associated with our 5 year syndicated financing and, in addition, changes wo

the composition of the Board.

YEAR 2000

We completed a review of all major computer systems and equipment in our businesses
and have confirmed either direcely or with manufacturers/suppliers chat they are

suitably compliant. Where critical or date dependent systems have failed year 2000 ¥
diagnostic tests they have been replaced or upgraded. All of the Group’s major //,, al

suppliers have been required to confirm that they are Year 2000 compliant.




INTERNATIONAL CO-EDITION PUBLISHING




o-edicion Publishing remains the Group's core activity and is the largest of the four operating

divisions. Inteenational Co-edition Publishing operating profics in 1998 were £4.80m [1997:
£4.68m] on sales of £38.1m [1997: £39.4m]. Operating margins in 1998 increased to 12.7%

[1997: 11.9%]. Our target remains to raise operating margin to 15% of sales,

Over the vears our co-edition businesses have operated as a content powerhouse, producing a scream of
well produced, attractive books. Our expertise in numerous subject areas, and overall book creation skills,
mean that we can operate across both narrow specialised areas and for the general consumer market. We

eailor our products for the international marketplace.

Because copyright remains with us, che material we produce can be repackaged in many different ways o
be exploited in new markets and channels. We believe that this content-based part of our business has
been consistently undervalued [nor is it cepresented in our balance sheecd. Our accive backlise exceeds
2,000 utles. By spreading development costs over several markets and customers, and printing only when
direct costs are covered, the business has low financial risk compared wich other forms of consumer
publishing. We do not carry inventory risk, and 60% of titles have extended reprine lives. Our publishing
ideas are exposed to the immediate disciplines of che marker. Ideas and subjeces lacking interese {ie a
buyer} are quickly discarded. Our books are rarely on che best-seller lists, being steady, backlisc sellers,

but, nevertheless, our co-edition operating margins are in che upper echelon of the industry.

Quarco Publishing is che Group's original business, tounded in 1976. It is known for its authoritative art
and design instructional cticles. It also produces a large range of how-to books in areas such as crafes,
gardening, healch, and lifestyle. The list is renowned for the qualicy and style of irs books. We took the
decision last year to broaden the appeal of the Quarto list and produced a more diverse and interesting
programme of ticles. The Star Guide ta Sex sold 85,000 copies in its firse year of publication and followed
hot on che heels of the hugely successful Mix & March Astrology. The move into reference titles has also
been a success and gives us a platform for future growth. The launch of che new pracrical art and craft

series, 2 Buoks in 1. has been well received by general publishers in all markets.

The Quintet list is aimed at more general audiences, and has been reposicioned away from ics
promocional origins. This has ateracted new customers in botk US and European markers, Berrer titles
are selling ac higher prices and improving margins, Exciting new rides and che continued strong
performance of the Fridge Fan™ series, delivered a 12% increase in turnover. At the same time, Quintet
maintained its business with traditional promotional book clients with superior quality “value” titles,
The American Bar & Cockrail Book. The Kids Parry Planner. Holistic Home. and Simply Poitery were

immediate successes, delivering confirmed co-editions and reprines in their launch season.

Numerous ticles were develaped from material to which Quintet holds the copyright, produced at

comparacively low cose, concribucing high margins, and maintining competitive pricing: the co-edicion

model working ar ics bese.




The Fridge Fun™ series forged ahead, selling over 1.7 million copies

in 17 countries around the world, underscoring ics versatilicy and
appeal. We have recently won new orders from a number of major
consumer goods compantes for customised titles to be used as
promotional icems. Quintet’s lise has strong potendial for growth in
1999 with encouraging forward orders for new offerings in a wide

range of subjects including sports, history, and popular culeure.

Quarco Children’s Books has a good track record for producing a
wide range of innovative interacrive titles and kits for children of all
ages. Turnover in 1998 was £3m [1997: £6.7m]. Our ability o
produce books with enduring marker appeal continues to be in
evidence with sales of our pre-school learning series Frr o Shape now

exceeding 3 million units.

We worked hard on improving internal processes. These have caused
problems in the past because of the complicated nature of many of
the titles. We have not yer surmounted all of che ditficulries. We are
working hard to overcome these problems. Quarto Children’s
operates in the same segment as Design Eye, our other, hugely
successful, business specialising in children’s books. We know that
the issues being addressed are ones thar we can resolve. We

understand the business, the market, and our own problems,

At Design Eye, to emphasise this point, sales grew 127 | exceeding
£10m for the first time. This was despite @ move of premises and a
reduction in che number of new ritles. The business has become a
market leader in extending instructional book formats into fully

functioning interactive starter kits.

Design Eye's major successes include the Ler’s Stavt series for younger
children. Over 1.5 million copies have been sold since launch. We
plan to produce numerous derivacives from this series, with the same
sates potential. Other notable milestones were the launch of the
adult range of Craft Boxes and our Scieme Lab series, both of which
have been well received and ordered strongly. Supported by a strong
initial order book, we expect sales and profits to move further

forward during 1999.

Quantum was established four years ago to improve che exploitation

of our extensive backlist. Continued progress was seen during the

vear as the company recorded new highs in terms of sales and profits.




Both Rotovision and Rockpore had difficult years. Sales were down 20% overall as a direct result of
market conditions in Asia. In both rhese companies, where che prine runs are small and che margins are

high, che effect of lower sales is profound.

On the ocher hand, Rotovision’s educational citles, including the newly launched Betrer Pictire Grides.
have broader appeat and they concinued o do well, especially in Burope, where sales cose nearly 307% .
The 1999 publishing programme is particularly scrong, and we have received encouraging responses from
our co-edicion parcners and customers around the world. We will be investing further in exploiting our
valuable backlist and have rebuilt and refocused the sales team to that end. We are confident that sales

and profits will move upwards during 1999,

In 1997, 30% of Rockport’s sales were in Asian markets. Inevitably, these declined considerably in 1998,
Our response to these problems has been prompt. We have reduced overhead, and concentrated on
markets that have more immediate groweh potential. We have been actively developing a vigorous new
front list and lzunched a number of new development initiatives in areas where we have proven strengch -

packaged goods design, linked designfcompurer tidles, and so on.

PROSPECTS

As book superstores and supermarkets flex their muscles, some traditonal retailers in the book induscry
are under pressure to meet the demands of the newly competitive matketplace. The overail outlook for
books 15 good. Recent research indicates that by 2001 global book sales will be 17% higher in real terms
than in 1997. Furchermore, well over half of our books are no longer sold chrough traditional bookshop
channels. Instead they go through a range of new outlets including supermarkets, online bookseilers,

specialist book clubs, direct selling, and speciality retaiters.

Qur co-edition businesses have broad exposure to many of rhese markets. During the year we sold books

1 over 35 countries, and our books were translated into over 25 languages.
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he Book Publishing division increased operating profits in the year ended 31st December 1998 o
£1.9m {1997 £1.7m}. Operating margin jumped to 8.5% [1997: 7.1% 1. Sales declined by 4% o
£22.60m {1997: £23.5m}. Our overall objective is for the business to achieve a 10% recurn on sales.

To achieve chis objecrive and to turn our stock faster is the grear challenge for 1999.

Book Sales holds the largest stock of any of our operating unirs. Our chief focus in 1998 was to increase
the stock turn and to generate cash. We achieved both of chese objectives, and all our key financial
measures were wichin rarger. Careful buying, good publishing and pricing decisions, and growing sales

o non-traditional and niche outlees all contribuced to this, and offset problems with some book chains.

Walter Foscer is the leading publisher of instructional art books that are sold in the art and craft market
in the USA. Historically a conservative market, there has been considerable consolidation in art and crate
recail chains. Walter Foster's books have long shelf lives. In 1998 we commenced work on a new series,
designed to replace one thar has only been cosmetically updated and augmented over several decades.

Walter Foster profics increased by over 1352, The 1999 publishing programme is strong. There are new
initiatives in place to develop co-edition ticles [some with other Group companies] and expand our joint

ventures with specialist are manufacrurers and distributors. Prospects are encouraging.

The Artist’s & Hinstraror’s Magoszine remains che best selling praccical art magazine in the UK. Overall
advercising revenue rose and profics for che year improved. Our eleventh annual Fine Art Materials

Exhibition actracted more visitors chan ever before.

The launch of a children's book range, extension of the Fridge Fun™ range, and a dramatic increase in the
level of marketing resulted in a very busy year at Apple Press. Turnover rose by over 14% but profits
were affected by the decision to reduce stock levels and reinvigorate the sales efforr by remaindering slow
maving stock, Recail bookselling in che UK ts changing rapidly and we have successfully widened our

customer base with direce sellers, supermarkerts, and other non specialisc outlecs.

At Broughton Hall, changes in key managemenr allowed the company to deliver net operating profits
in line with budgetr. New direccions in media planning and improvements in che range of directories
were major contributors to the positive trend. However, near che end of the calendar year, Broughron
Hall was pulled into a legal action, resulting in our voluntary decision to discontinue operations
pending the vutcome.

A common theme for businesses in chis sector is the changing landscape of che retail market for books. In
the USA, which is furthest down this road, online retailers and book superstores have increased choice
and range dramacically, buc ar the expense of publishers’ margin, The resule has been to create tough
trading conditions for independent booksellers, but conversely to increase accessibility and interest in
books as @ whaole. There has been a proliferation of new sales channels and players. These developments

are likely to be repeated clsewhere and, indeed, are already underway in the UK.

Our publishing businesses in the USA have responded very effectively to these changes and, armed wich
this knowledge and experience, we see no reason to be other than optimistic about the new industry

struceure cthat will emerge.

B
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PUBLISHING SERVICES




he results show chat the Publishing Services division has continued to expand steadily. Sales in
1998 rose to £12m [1997: £10.7m}, and operating profics increased by 17% co £1.22m {1997:
£1.05m}. Operating margins rose to 10.2% [1997: 9.8%], achieving divisional financial objecrives.

Regene is che largest business in che division, wich cotal sales of £7.25m in 1998,

Our two businesses located in Asia, Regent in Hong Kong and ProVision in Singapore, are part of our
overall book production machinery. Both operate as pre-press and print-brokers for the Group, and ensure
that we obrain good princ prices and quality. A first rate support service is an essential component of
illustrated book production. Reprographic quality and delivery schedules are critical. As printing
technology becomes progressively more efficient it is the co-ordination, quality conrtrol, and sourcing

aspects of the process where, in practice, most value is added.

We insist that both Regent and ProVision work on an arm’s length basis with ocher Group companies.
Over 75% of their business in 1998 was for third party customers. To underpin its growing client base in
the USA, Regene has added a new sales office in San Diego to its existing offices in St Louis, San

Francisco, and New York.

Singapore and Hong Kong have adapted to the new economic environment, and we have seen more
competitive print prices being offered. Regent and ProVision, as service companies trading largely in
stable currencies, principally che US dollar, have negligible exposure to local economic problems. Wich
improving regional competitiveness, and continuing expansion of cheir cuscomer bases, prospects are for

further improvements in rrading performance.

In the UK there are two publishing services business both printing and preparing point of sale display
material for retailers. At AP, the larger of the two businesses, operating profits rose by over 209 and
there was an encouraging level of new orders and customers. By contrast, Western experienced flat

turnover and poor results. We have cut overheads, improved efficiency levels and put more focus into the

sales effort. Early indicacions are of ant encouraging turnaround.
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n 1998 sales were £0.5m 11997 ¥8.2m}. Losses increased to £0.59m [1997: L0 m). The

nunagement changes we had made in the previous year were noc a success. Qur product focus was
also not strong enough. We conducted a wholesale divisional review and as a consequence took sceps

to consolidate operacions, change the managemenr ceam, and redirece strategy.
Inn the USA we have:

Appointed a new CEO ac Frontline, effective January 1999,

Reduced overhead costs by consolidating the warehouse, fulfilment, and back office funcrions of Scafa
and Front Line.

Continued o reduce overall inventory levels, eliminaring tired and slow moving ranges.

Invested inan exciting and impressive range of new images for launch in Spring 1999,

Reorganised our sales teams.
In Australia, similarly, we have:
Centralised our main warehouse and fulfilment operacions in Melbourne .
Reluunched our Australian publishing imprine with a new name, Artworks, and a less craditional
range of images. The inicial release was well received in ehe market.

Reduced overheads.

The greater pare of the losses and expenses from this realignment are reflected in the resules tor the

division. We have every expecracion that, following this restructuring, resules will improve in 1999

Art Publishing, despite the resules of the last two years, remains attractive to us. It is right ac che heart
of our Group-wide focus in the art field, running through all book divisions. We know the businesses
can be restored o good health and profitability, and we have put in much of the groundwork to ensure

that this happens.
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CHIEF FINANCIAL OFFICER’S REPORT

INTEREST
The net incerese charge fell slightdy co £1,931,000 {1997: £1,941,000] despite the face that average borrowings during the year
were higher than 1997. The lower charge was the result of lower interest rates together with the impact of the improved interest

rate margin negotiated on che syndicated banking facility at the end of 1997,
Tncerest cover remained unchanged ar 3.2 eimes.
TAXATION

The taxation charge on profit before exceptional items was 19.9% {19971 18.9%). The Group's tax charge benefits from low tax

races 1n Hong Kong and Swiczerland as well as receiving tax relief on the amorcisation of intangible assers in the U.S.
MINORITY INTERESTS

The Group has three trading subsidiaries in which there are minority interests. The increase in the amount of profic azrriburable to

minority shareholders reflects increased profitability at each company.

SHAREHOLDER RETURN

Basic earnings per share rose 40% to 9.8p [1997:7.0pl. Adjusted earnings per share was down slightly at 12.9p [1997: 13.2p]

because of a higher tax charge.

The proposed final dividend of 2.3p is unchanged. The total dividend for the year at 4.5p is also unchanged. The basic dividend
cover increased 40% to 2.18 cimes {1997: 1.56 times} whilst adjusted dividend cover fell slightly to 2 .86 cimes [1997: 2.93 times].

CASH FLOW

Net cash flow from operating activicies rose 20% 1o £5.9 million [1997: £4.9 million] reflecting efficient concrol of working capiral.
The Group requires & high level of working capital, parcicularly in cthe core business aceivity. Working capital ac the two balance

sheer dates is summarised below:

1998 1997

£m £m

Stocks and work in progress 30.0 278

Trade debtors 26.8 28.7
Trade creditors {20.8) 21.4)
Other nec lLiabilities (1.8} (1.3)

34.2 33.8

Working capital as a percentage of sales in 1998 was 43.2% [1997: 41.3%]

Stocks and work in progress represents 7.2 months cost of sales [1997: 6.3 months]. The increase in stocks and work in progress is
attributable 1o lower advances, which is a timing issue, increased inventory levels at our are prine bosiness reflecting increased
investment in new product and increased work in progress levels at our co-edition business again reflecting increased investment in

new product.

Trade debrors represenc 3.5 months sales (based on second half sales), unchanged from 1997 (3.5 months).




NET DEBT

Our year end net debr was £23.8 million {1997:£23.7 million comprising £24.5 milliorr noted on the cash flow less £0.8 miliion of

interest bearing debeors]. Our total banking facilicies ac this poinc were £43.9 million and of this £36.3 million was commiceed.
TREASURY

The Group's borrowings, liquidity, interest rate and foreign exchange exposures and banking relationships are managed ac Group

level,

[a Auguse 1997 we signed a five year, US 835 million multi-cusrency revolving credic agreement wich a syndicate of banks on bodh
sides of the Aclantic. This facility gives us a very secure basis on which to finance our plans for the future. In addition it reduces our
cost of funds. Most of our borrowings are in US dollars, that being the printipal operating currency of the Group, and are at

variable interest rates.

We are currently operating in a more stable currency environment. I set out below a table showing the average exchange rates for

those currencies in which we transact a significant amount of business:

1998 1697
US Dollar 1.66 1.65
Hong Kong Dollar 12.83 12.68
Swiss Franc 2.40 2.37
Australian Dollar 2.63 2.21
Deutschmark 2.92 2.83
French Franc 9.77 9.534
Dutch Guilder 3.29 319

FINANCIAL REPORTING

We have very nght deadlines a5 we believe that this enabies a greater degree of focus 1o be placed on running the business. It

requires a loc of hard work and commitment and [ take this opporrunity o thank my staff for their continued loyalty and support.
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DIRECTORS’ REPORT

The Directors present their repore and the audited financial stacements of The Quarco Group Ine., for the year ended 31 December, 1998,

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

The Group conduces an internacional business whose principal aceivicy is che creation and marketng of high quahiey Museraced
books covering a wide range of topics. The Group's activitics also embrace publishing services, silkscreen printing, consumer
magazines, informational Directories, visual art books and fine are reproductions. A detailed review of the development of the

business of the Group is given in the Chairman’s Letter and Operational Review on pages 2 o 19

RESULTS AND DIVIDENDS
The profic for the year after taanion and minonty interests amounted to £2,279 000 11997 £1,766,000). The Directors propose a
final ordinary dividend of 2.3p {1997: 2.3p] per share subject to approval ar the Annual General Meeting, The retained profic for

the year was £997,000 [1997. £470,000} which has been transferred to reserves.

DIRECTCRS

The Directors of the Company, who served as Direccors during the year, are as follows:

I.. E. Orbach

R.J. Morley

M.} Mousley

G. Banks (Resigned 4 June, 1998)
G.T. Y. Tt

H Goldstein (Resigned 6 November, 1995)
E. de Bellaigue (Non-execurive) (Resigned 6 November, 1998}
P. Cumpbell (Non-executive) (Appoincted 26 March, 1998)
P Waine (Non-execurive) (Appaointed 4 June, 1998)

T. Hancock was appeinted on 18 January, 1999.

Educated az Econ College, Peter Campbell starced his business carcer with the Booker Group, holding a number of marketing
positions in cheir United Rum Merchants subsidiary. From 1972 to 1989 he was with the Ocean Group, inirially on the sales and
marketing sicde, and from 1987 ta 1989, he was che General Manager, UK Operations, for the MSAS subsidiary, with responsibility
tor 27 locacions and 800 seaff. Since 1989 he has been involved in management craining and development, and is currencly a

Director of Cacalyst Development, a member of the Blueprine Group.

Peter Waine has a wide corporate experience gained as a result of holding exceutive and non-execurive Dircctosships in a varieey of
difterent secrors and with companies boch public and private, up to £1 billion turnover. The organisations he has worked for include
GEC, Coopers & Lybrand, W.R. Royle, and the CBI. He is the co-founder of Hanson Green, the principal source for non-executive

appoinemens in the UK.
None of the Directors has a service contract of more chan one year’s duracion.

Save as disclased in Note 23, no Director has had 2 marerial ingerest in any contrace of significance with the Company or ics

subsidliaries during che year.

SHARET CARITAL

On 16 Decemnber, 1998, the Company boughe back 730,000 shares of Common Seack ar a price of 61.0p. The shares have not been

cancelled and are disclosed as Treasury Stock in che financial statements {Refer 1o note 17).

L




DIRECTORS' INTERESTS IN SHARES
The Direccors who held office at 31 December, 1998 had the following interests in the share capital of the Company.

Number of US$0.10 shares of common stock

31 December, 1998 1 January, 1998
L. E Orbach* 2,878,413 2,678,413
R. J. Morley 1,504,424 1,304,424
M. ]. Mousley 37,000 32,000
G. T Y Tal 25,477 25477
P. Campbell - -
P. Waine - R

#2,678,413 shares in which L. F. Orbach is interested are owned through his family cruses. The remaining 200,000 are held by the
Quarto Publishing ple pension scheme, which is for the benefit of L. F. Orbach and R. J. Morley.

200,000 of che shares in which R. J. Morley is interested are owned through the Quarto Publishing ple pension scheme, which is
for the benefic of L. E Orbach and R. J. Morley.

M. j. Mousley held 3,000 convertible cumulative redeemable shares of preferred stack of par value USS0.1C each ar 31 December
1998 (At 1 January, 1998:5,000).

At 1 January, 1998 and 31 December, 1998 L.EQOrbach held options over 50,000 shares ac an exercise price of £1.30424. The
aptions are exercisable between 10 April 1995 and 9 April 2002,

During the year the market price of the shares of common stock ranged between 54.0p and 113.5p. The market price ac 31
December, 1998 was 60.5p.

Between 31 December, 1998 and 16 February, 1999 there have been no changes in the incerests of the Direcrors.

SUBSTANTIAL SHAREHOLDERS
As ac 16 February, 1999 the Directors have been advised of the following shareholders who have an incerest of 3% or more in the

shares of common stock of the Company:

Number of US$0.10

Shares of common stock Percentage
British Gas Pension Fund 518,026 3.3%
Clerical Medical [nvestment Group 716,132 3.8%
Co-operative Insurance 702,945 3.8%
Finsbury Smaller Companies Trust PLC 705,000 3.8%
Herald Investment Trust 711,642 3.8%
Phillips & Drew Fund Management 1,989,166 10.7%¢
Prudential Corporation Group of Companies 632,690 3.4%
Schroder Invescment Management Limited 1,788,636 9.6%
L EOrbach 2,878,413 15.4%
R.J.Morley 1,504,424 8.1%

CORPORATE GOVERNANCE

The Directors have reviewed the governance arrangemencs of The Quarro Group, Inc. in the context of the Combined Code, issued

in June 1998. The principles of the Code have been applied as follows:

a} The Board of Directors represencs the shareholders’ interests in maintaining and growing a successful business including
optimising consistent long-term financial recurns.

b) The Board comprises five executive Directors and two non-executive Directors. The non-executive Directors, P. Campbell and
P. Waine, are both considered by the Board to be independent.

¢) The Board meets eight times a year. A formal agenda is prepared for each meering and all board papers and information are
circulated to the Board forey-eight hours before the meetings.

d) The Board as a whole is responsibie for the appointment of its own members.
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¢} All of the Directors are subject to re-election by the sharcholders ar che Annual General Meeting.

£»  The remuneracion of the executive Directors is recommended by the Remuneration Commirttee, A separate report with respect
to Directors’ remuneracion is included below.,

£)  The Chairman, Chief Operating Officer and Finance Director are responsible for investor relations. Sharehelders are invited o
atrrend the AGM ar least tweney days in advance of that meeting.

h)  The Audit Commircee, comprising P. Campbell and P. Waine, meet wich the auditors twice a year.

The Group has cumplit‘d throughout the year with the provisions set out in Seccion 1 of the Combined Code appended to the
Listing Rules of the London Stock Exchange, apart from those listed below. Where non-compliance is reported, this is because the
requirement did nac itself exise chroughoue the year or where, in the opinion of the Board, it is not appropriate to change current

practice due to che size and constitucion of the Board. The provisions of che Combined Code not complied with are as follows:

a)  The Chairman of the Company is also the Chief Execurive. The Board sees no value in splitting the roles of Chairman and
Chief Execurive.

b) The Company has ewo Noen-execuzive Directors, which is considered adequare in view of the overall size of the Beard and the
requirements of the Company, albeic that che code requires three Non-executive Directors.

o) A formal schedule of martrers specifically reserved for rhe Board is not required, since the Board forms the execurive
management of the Group.

d}  The Company does not have any formal arrangements for Direcrors, in the furcherance of their duties, to rake independenc
professional advice.

¢} The Chairman, P. Campbell, and P. Waine fulfil the role of the Remuneration Commicree for Directors.

f)  The Audit Commitee comprises two {(independent) non-executive Directots, P. Campbell and P. Waine, which the Board
believe is sufficiene far the size of che Group, albeit chat the Code requires ac least chree,

g Performance related bonuses are nor givea.

h) There is no nominated senior non-éxecutive Direcror,

GOING CONCERN
The Direczors, having made enquiries, consider thar the Group has adequare resources to continue in operacional exiscence for the

forseeable furure, and that therefore ic is appropriate to adopt che going concern basis in preparing the financial stacements.

INTERNAL FINANCIAL CONTROL

The Combined Code, provision D.2.1, requires the Directors to, at least annually, conducr a review of the effectiveness of the
Group's syscem of internal controls and report thar they have done so. The Directors have underraken such 2 review, bur have
timited it to che financial internal controls only, as permirted by che London Stock Exchange, until further guidance on the review
of non-financial inceenal conerols is issued.

The board of Directors has overall respensibilicy for che Group's syscem of incernal financial control. The system of internal financial

contral is designed to provide reasonable, but not absoluce, assurance against material misstacement or loss.
The main elements of the internal financial control system are:

a)  The results of individual operating units are reported monthly and reviewed by the Board ac irs eight beard meerings a year.

b) The managemenc accounts of each operating unit are cailored ro suit the business and management needs of Jocal management.
Each aperating wnic has its own pecformance indicators and chese are regularly reviewed and assessed.

¢) [naddition to the monthly reporting, individual operating units report certain management information more frequently
where it is considered appropriace,

d) Al operating unics report their bank balances twice weekly and a report is produced summarising che Group posicion.

¢) The Board and che finance deparement make frequent visits to all operating unirs. Fhese visics include a review of the internal

financial coatrol system.
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DIRECTORS" REMUNERATION
The remuncration commiceee advises the Board on ehe remuneracion and other terms of employment of exceutive Directors, Wich

respect 1o Directors” remuneration che Board report chac

a)  Remuneration levels are ser by reference to individual pertormance, cxperience and marker conditions with 4 view to providing
w package which is appropriate for the responsibiltities involved.

by Performance related bonuses are not given.

¢} Each Director has a defined contribucion persunal pension plan.

d)  No Director has a service contract of more than one year’s duration.

¢} Full details of Direcrors’ remuneracion and benefits are given in note 2 to the financial statements on page 30.

The remanerarion committee is constituted in accordance wich relevane provisions of Section B of the Combined Cale, save chac it
does not consist exciusively of non-executive Directors and its terms of reference are not formally documenzed. The remuncration

committer has given full consideration 1o Section B of the Cembined Code Provisions in framing ies remuneration policy.

SUPPLIER PAYMENT POLICIES

The Group agrees werms and conditions for its business erapsactions when orders for goods and services are placed, ensuring that ’
suppliers are aware of the terms of payment and including che relevant terms in coneracts where appropriare, These arrangements are
adhered o when making paymenes, subject o che terms and conditions being met by the supplier. At 31 Decemnber, 1998, Group

creditor days amounted to 93 days {19972 87 days]. The holding company does not have any trade creditors.

AUDITORS
Cur auditors, KPMG Audit Ple, are willing to continue in office and, accordingly, a resolution is (0 be propused ar che annual

general meeting for che reappointment of KPMG Audit Pic as auditors of the Company.

YEAR 2000

The year 2000 issue is one thar affecrs all compamies. We aim to ensure chat we will be Year 2000 compliant by the third guarter of
the current vear, although total compliance by this date is dependant upon organisations wich whom we trade meening their trgers.
The Group incurred coses of approximately £0.1m during 1998 in relacion to Year 2000 compliance and we ace sacisfied chag che

toral turare costs will nor be material w the proficablilicy of the Group,

C. H. BHOTE CT‘M H/\?llw.t

Secretary

16 February, 1999

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Company law requires che Directors o prepare financial scatements tor cach financial vear which give a crue and fair
view of the state of affairs of the Company and che Group and of the profic or toss for chat period. In preparing these

tinancial statemencs, the Directors are required ro:

— select suitable accounting policies and chen apply chem consistendly;
— make judgements and estimates thae are reasonable and prudenc;
~ state whether appiicable accounting standards have been followed, subject to any macerial departures disclosed and

explained in the financial scatemencs; and

¥

prepare the financial statements on the going concern basis unless it is inappropriate to presume thae che Group

will continue in husiness.

The Direccors are responsible for maincaining proper accounting records which disclose with reasonable accuracy ac

any time the financinl posicion of the Company und to eoable them o ensure chae the tinancial statemenss comply

with the Companies Act 1985, They have general responsibility for taking such steps as are reasonably open to chem

to sateguard the assees of the Group and to prevent and detect fraud and other irregularicies.
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AUDITORS’ REPORT TO THE MEMBERS OF THE
QUARTO GROUP, INC.

We have audired che financial statements on pages 28 to 16,

RESPECTIVE RESPONSBILITIES CF DIRECTORS AND AUDITORS

The Directors are responsible tor preparing che Annual Report, as described on page 26 of che financial scatements. Qur

responsibilities. as independent audicors, are established by starute, the Auditing Practices Board, the Listing Rules of the London

Stock Exchange, und by our professton’s crhical guidance,

We report to you our opinion as to whether the financial statements give a erue and faie view and are propery prepared in
accordance with the Companies Acc. We also report to vou if, tn our opinion, the Directors” repert is not consistent with che
financial statemencs, it the Company has not kept proper accounting records, if we bave nor received all the information and
explanations we require for our audit, or i information specitied by Law or the Listing Rules regarding Direcrors’ remuncragion and

transactions with the Company is not disclosed

We review whether the stacement on page 2+ retfeces che Company's compliance with chose provisions of the Combined Code

specified for var review by the Stock Exchange, and we repore 1f it does not, We are noc required to form an opinion an che

effectiveness of the Company’s corporate governance procedures or its internat congrols, We draw actention to the fact thac d
Direcrors review of the system of internal conteol has been undertaken before formal guidance las been issued as o the scope of
such a review and the procedures to be undertuken and may not. therefore, constiture a review tor the purpose of the Combined

Code as ultimacely interpreted.

We conduceed orr andsc in accordance with Audicing Standurds ssucd by the Auditing Practices Board. An audic includes
examination, on a rest basis, of evidence relevant to che wmounts and disclosures 1 che fnancial statemenes. [Calso includes an

assessment of the significant estimates and judgements made by the Directors in the preparation of the financial statements, and of

whether the accounting policies are appropriate to the Group's circumstances, consistently applicd and adequately disclosed.

We planned and performed our audic se as o obeain all the information and explanations which we considered necessary in order w
provide us with sutficient evidence to give reasonable assurance chat the financial scatements are free from material misscacement,
whether caused by fraud or other irregularity or error In forming our opinion we also evaluaced che overall adequacy of the

presentation of informarion in the financial statements.

OPINYON
In our opinion the financial statements give ¢ trae and fair view of the stare of aftairs of che Company and the Group

as ar 31 December, 1998 and of dhe profic of the Group for the vear then ended and have been properly prepared in accordance wich

thy Compagthes Agp 19455
W\tl'R A,\]k‘ N
KPMG Audit Ple

Chartered Accountants

Registered Auditor

London

16 February, 1999

27




e R A e e R A A O s A

CONSOLIDATED PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 1998

GROUP

1998 1697
Notes £000 £000
TUERNOVER 1 79,156 81,820
Cost of sales (50,665) (52,838)
GROSS PROFIT 28,491 28,982
Distribution costs (2,559) (2,601)
Administration expenses (19,820) (20,298)
Other operating income 104 100
CPERATING FPROFIT 2 6,210 6,183
Share of loss of associate (20} (34)
6,190 6,149
EXCEPTIONAL ITEM: Loss on discontinued operations 2 (580) (1,306)
5,610 4,843
Net interest payable and similar charges 3 (1,931) (1,941)
PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION 3,679 2,902
Tax on profic on ordinary activiries 4 (849) (636)
FROFIT ON ORDINARY ACTIVITIES AFTER TAXATION 2,830 2,266
Minority interests — equity (555) (500}
PROFIT FOR THE FINANCIAL YEAR 2,275 1,766
Dividends (including non-equity) 5 (1,278) (1,296)
RLTAINED PROEIT 997 470
EARNINGS PER SHARE 6
pASIC 9.8p 7.0p
SILOTED JERCLGDING AL Lo Dinay L 12.9p 13.2p
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BALANCE SHEETS AT 31 DECEMBER 1998

GROUP

1998 1967 1998 1907
Notes £000 £000 £000 £000
FIXED ASSETS
Tangible assecs 7 6,519 6,539 - -
Investments 8 - 220 14,833 19,839
Stocks and work in progress 9 29,994 27,794 - -
Debrors 10 29,517 32,082 - 369
[avestments 11 1 1 - -
Cash and deposits 12 5,355 5,470 - -
64,867 65,347 - 365
CREDITORS: Amounts Fclll‘mg due within one yoar 13 (27,281) (30,349 “412) (611}
NET CURRENT ASSETS/(LIABILITIES) 37,586 34,998 412) (246)
TOTaL ASSETS LESS CURRENT LIABILITIES 44,105 41,757 14,421 19,593
ZREDITORS: Amounrs falling dun after more 14 (28,496) (26,693 - -
N ane you
PROVISION FOR LIABILITIES aAND CHARGES
Deferred taxation 15 (1,188) (1,324)
MET ASSETS 14,421 13,740 14,421 19,593
CAPITAL AND RESERVES
Called up share capital 16 1,341 1,341 1,341 1,341
Treasury Stock 17 46I) - (461) -
Reserves — Paid in surplus 18 23,891 23,891 23,891 23,891
— Revaluation 1,018 1,018 -
— Profic and loss 19 (13,963) (14,693} (10,350) (5,639
SHAREHOLDERS' FUNDS 11,826 11,3557 14,421 19,593
Equity 6,622 6,353 9,217 14,389
Non-equity 5,204 3,204 5,204 5,204
11,826 11,357 14,421 19,593
MINORITY INTERESTS - cQUITY 2,595 2,183 - -
14,421 13,740 14,421 19,593

The financial statements on pages 28 to 46 were approved by the Board of Directors on 16 February, 1999 and were signed on its
behalf by :

M. 1. MOUSLEY ™

Director
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CONSOLIDATED STATEMENT OF TOTAL
RECOGNISED GAINS AND LOSSES

for the Year Ended 31 December 1998

1998 %7

£000 £000

PROFIT FOR THE FINANCIAL YEAR 2,275 1,766
Currency translation differences

on forcign currency net invescmentcs 73 (536)

TOTAL RECOGNISED GAINS AND LOSSES RELATING TO THE YEAR 2,348 1,230

RECONCILIATION OF CONSOLIDATED
MOVEMENT IN SHAREHOLDERS’ FUNDS

for the Year Ended 31 December 1998

1998 9y

£000 prelele]

?rROFT FOR THE FINANCIAL YEAR 2,275 1,766
[Mvidends (1,278 (1,290}
Rerained profic for the tinancial year 997 170
Orcher recagnised gains and losses relating o the vear 73 [RRILY
tPurchase of shares)lssue of shares (461) Oty
Guoudwitl adjustment in respeet of prior years” acquisitions (340 tn
Guoodwill on closure of operations written back to reserves - 219
Ner movement in shareholders” funds 269 RRY
Sharehofders' funds at 31 December, 1997 1,557 ({357
SHAREHOLDERS FUNDS AT 31 DECEMRBER, 1998 11,826 171,557
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CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1998
GROUP
1998 1997
£000 £000
NET CASH INFLOW FROM QPERATING ACTIVITIES 5,907 1,903
RETURN ON INVESTMENT AND SERVICING OF FINANCE
Interest received 216 172
Incerese paied (2,130) (2,066)
[nrerest element of hire purchase paymenrs (48) (78)
Preference dividend paid (455) (-i99)
NET CASH QUTFLOW FROM RETURN
ON INVESTMENT AND SERVICING OF FINANCE (2,417 {(2.427)
TAXATION
UK and overseas corporation tax paid {678) (1,453)
CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT
Purchase of rungible fixed assers (1.072) (6 i8)
Sale of tangible Hxed assers 194 620
(878) (28)
ACQUISITIONS AND DISPOSALS
Purchase of businesses/subsidiaries - (565)
Net cash balance acquired wich subsidiaries 30 -
30 (363)
EQUITY DIVIDENDS PAID
Dividends paid (953) (1,587}
MANAGEMENT OF LIQUID RESOURCES
Mevement in short term deposics 105 (1.268)
FINANCING
{Purchase of shares)Issue of shares (461} 90
lncrease in debe 835 15.185
i NET CASH INFLOW FROM FINANCING 394 15,273
INCREASE IN CASH 1,508 12,850
RECONCILIATION OF NET CASHFLOW TO MOVEMENT IN FUNDS/(DEBT}
Increase in cash 1,508 12,850
[ncrease in debe {8B33) {15,18%)
Management of liguid resources {103) 1,268
548 (1,067}
MNew finance leases (139) (519
Translation differences 221 (418}
630 (2,004)
MOVEMENT IN DEBT FOR YEAR
Net debe ac beginning of year (24,448) (22,444)
Net clebe at end of year (23,818) (24,448)

See note 22 for an analysis of certain of the items included above.
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ACCOUNTING POLICIES

The significant accounting policies that have been adopred in the financial statements, which are presented under the historical cost
basis of accounting, as madified by the revaluation of frechold property, are as set out below and comply with applicable accounting
standards. The Company is an “overseas company” within the meaning of the Companies Act 19835, However, the Company has not
taken advantage of all available exemptions and the financial statements have been prepared in accordance with the accounting and

disclosure requirements of the Companies Act 1985,

BASIS OF CONSOLIDATION

The consolidared financial statements represent a consolidation of the audired accounts of The Guarto Group, Inc. and its

subsidiaries, all of which have been made up to 31 December.

The resules of subsidiaries acquired during the year and requiring to be acquisition accounted are included from the date on which
control passes. On the acquisition of a business, fair values, reflecting conditions at the dare of acquistcion, are atcribured to the nez
cangible assees. Where the fair value of the purchase consideration exceeds che values atcributable o che Group's share of such net
assets, the difference is treated as purchased goodwill and for accounting periods up to 31 December, 1997 chis was written off
dirceely o reserves in che year of acquisition. The Company has adopted FRS 10, the new accouncing standard for goodwill, and will
in future write off the cost of purchased goodwill over its useful economic life. In adopting FRS 10, che Company has transferred the
balance on the goodwill reserve to the profit and loss account reserve and adjusted che comparative figures accordingly.
Reorganisacion and integration costs resulting from the acquisition are charged to the profit and loss accoune. The profic or loss on
the disposal or discontinuation of a previously acquired business is calculated taking account of the attributable amount of purchased

goodwill relating to chat business.

In accordance wich the exemptions allowed by Section 230 of the Companies Act 1985, the Company has not presented 1ts own

profir and loss account.

FOREIGN CURRENCY

Assets and liabilicies in foreign currencies are translated inco sterling ar the rates of exchange ruling ar the respective balance sheet

dates. Profic and loss accounts in foreign currencies are cranslated ac average rates for the respective accounting periods. Exchange
differences arising on the translation of the ner assets and profir and loss accounts of non-UK companies rogerther wirh exchange
differences on related borrowings are accounred for chrough reserves. All other exchange differences are recorded as ordinary

trading items.

DEFRECIATION
Depreciation is calculated to write off the cost less estimarted residual value of fixed assets by annual instalments over their escimated

economic lives at che following annual rates:

Long leasehold 1 2% straighe line

Short leaseholds - aver the period of che lease
Plant, equipment and motor vehicles 1 10-25% straighe line
Fixrures and fircings 0 19-20% seraight line

No depreciation is provided on freehold properties because che Direcrors consider thar che lives of these propercies and their residual
values (determined at che cime of acquisition or subsequent valuacion) are such thac their depreciation is not material. Any
impairment in the carrying vafue of fixed assets is charged againse che revafuation reserve or the profit and {oss account, as

appropriace.
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ACCOUNTING POLLICIES

INVESTMENT IN ASSOICIATES

An assoctated undercaking (associaee) is oue 10 which the group tas a long term equity interest, vsuatly from 209 505

ln(.l over
which ir exereises significant influence. The Group's share of the profics less lasses of associares is incladed in the comsolidared protic

and loss aveount and s interest in their nee assets, other than goodwill, 15 included in invesements in che consolidated balance sheer.

STOCKS AND WORK IN PROGRESS

Stocks and work in progress are valued at the Jower of cost, including an appropriate portion of everheads, and net realisable value.

Production costs {excluding anic prine costsd, including an appropriate porcion of overheads, in respect of a book are written off over
its extimated ceonomic Lite {not more than three vearst commencing from che dace of first printing and are disclosed in the tinancial

SLATCINENRTS ds \V“l'k i iTJ'()KL'I"(_',\S,
DEFERRED TAXATION
Provision s made, using the {abifiey method. for deferred xacion on alf maceral gming differences which are expected o

crystallise.

FURME

Turnover represents the nvoiced value of gonds and services supplicd to durd paroes excluding Value Added Tax

Where assers are acquired under limnee e i} the amount representing the outright purchase

ex (inchuding hire purchase coner
price of such assers s included in cangible fixed assets, Depreciation is provided in accordance wieh the aecounting policy ubove. The
capital clement of tuture finance lease payments is included in creditors and the interest element is charged to the profic and loss
accennt over the period of the lease in proportion to the capital element cutstanding. Txpenditure on operating leases is charged o

the profic and loss accoune iy the period o which it relaces

PENSIONS

Substantially all of the Group's peasion costs relate to individual pension plans and are charged to the profic and loss uccount as they arise.
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NOTES TO THE FINANCIAL STATEMENTS

GROUP

1998 1507
£000 £000
1 SEGMENTAL ANALYSIS
GEOGRAPRICAL ANALYSIS OF TURNOWER BEY DESTNATIN L.
United Kingdom 12,503 11,528
Unired Seates of America 42,034 13,074
Canada 1,734 1,326
Europe 14,761 1§54
Australasia and the Far Bast 6,071 861
Rest of the World 2,051 2,834
79,156 51,820
1998 1907 1998 1997 1998 1997
£000 £00C0 £000 000 £000 000
TrASS TIF BIIGINESS
Publishing 67,166 FLI50 4,988 5135 37,561 AT 02
Puhlishing SCIVICES 11,990 14,670 1,222 1,048 3,120 3,122
749,130 H1.820 6,210 683 4,681 105614
Shire of uss of associuce (20) (31
Exceprional coses (380) (1.306)
Net interest pavable (1,951) (1240
3,679 2902

The group interest expense is arranged centrally and s noc areribured to individual activiaes or geographical areus.

ALY o BY GEGGRAPHICAL aREs T

1998 1997 1998 190G 1998 FGOF

7
£000 £00C £000 £CC0 £000 L3000
Linited Kingdom 34,516 32,903 2,952 2208 6,917 Ta92
United Srares of America 32,653 36,002 1,957 2691 28,658 2738
Ocher 11,987 12915 1,301 1,284 5,106 5.934
79,156 81,820 6,210 G183 40,681 40,5640

“Ocher” is not analysed further because the Direceors consider ehac such disclosure would be prejudicial to the incereses of the

Company,

34 QUARTO ANNU REPORT 1998
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NOTES TO THE FINANCIAL STATEMENTS

GROUP

1998 1657
£000 £Q00
1 SEGMENTAL ANALYSIS {CONTINUED)
The ner operating assets can be reconciled to the consolidated balance sheer as follows:
Net operating assers 40,681 i0.36:4
Total bank loans and other borrowings 29,173} (29.918)
Cash at bank and in hand 5,335 5470
Corporation tax, deterred tax and advanee corporation tax (1,909 (1830
Dividends payable (533 (3-9)
Net assers 14,421 13,740
7 OPERATING PROFIT
OPERATING PROFS

Depreciacion 1,101 1,129
Auditors’ remuneration aueic 172 208
uther 10 9

Qperating lease rentals in respect of:
Plant and machinery 57 32
Creher assees 1,105 1.1y
Closure cosrs 580 1.091
Goodwill written back - 213
580 1,306

Included under auditors’ remuneracion is audic fees in respece of the Company, amounting to £38,000 {1997: £41,000].

The fees have been deale wizh chrough the financial statements of Quarcs Publishing ple.

Exceptionat items comprise the quantifiable cost of the discontinuation of business at Brougheon Hall. The exceprional

items for 1997 comprise losses on the closure of operations of the Atlas Image Factory, Strange Mateer and Packaged Goods.

A retained loss of 4,711,000 [1997: loss £952,0001 has been deale with in the accounes of the Company.

EMPLOYEES
STAFF COSTS INCLUDING DIRECTORS EMOLUMENTS COMPRISE:
Wagces and salaries 12,128 12,170
Social security costs ' 995 94y
Pension costs 337 314
13,460 13,453
1998 1997
NUMBER NUMBER
THE AVERAGE WEEKLY NUMBER OF PERSONS
EMPLOYED BY THE GROUP DURING THE YEAR WAS:
Publishing 404 402
Publishing services 107 111
Group adminiscration 15 16
526 529

a5
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NOTES TO THE FINANCIAL STATEMENTS
|
GROUP
1998 19G7
£000 £000
2 OPERATING PROFIT (CONTINUED)
: OIRECTORS REMUNERATION
EMOLUMENTS:
Fees to non-executive Direcors 29 13
Executive Dircotors — remuneration including benefies in kind in respece of
mocor vehicles and health insurance 678 758
; — penston contributions 72 ER)
’ - compensation tor loss of office 133 -
Q14 BaN
i
@
; The Dirccturs’ cemuneration disclosed above included the fullowing amouncs paid in
1
: respect of the Chairman Galse highest paid Direcor for 1997
: Remuneranon 190 190
Pension contributions 30 30
| 220 220

The highese paid Direcror in 1998, T, Goldseein, received remunerarion amoeunting to £238,000, including £135,000 for

compensation of loss of uffice.

Derails of Dircctors” share options are given in che Directors” report, Duaring the vear cerin of che Dircctors ovainmined cureent

accounts with the Company, The balance o0 these cusrent aceounes can be found under nore 23 on page 40,

The remuneration of the Direcrors was as follows:

SALARY, PENSION COMPENSATION 1998 1957
: FEES FEMERTS COMIRIBUTION  FOR LOSS OF OFFiCF TOTAL
i £000 £000 £000 £o00 £000 000
; L.EQcbach 189 | 30 - 220 220
R.J.Morley 151 2 22 - 175 175
1 M_J Mousley 102 | 5 . 118 W
; . Banks 27 i 2 33 73
| G.Y. Tai 88 10 3 - 101 104
E H. Goldseetn 103 - - 139 238 | 36
i E. de Bellaigue 1 - - - 3 13
P. Campbell 15 - - - 13 -
| P. Waine 5 R - R 8
5 GBY 18 72 135 914 Bid
q
|
;
i

QUARTO ANNUAL REPORT 19%8
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NOTES TO THE FINANCIAL STATEMENTS
GROUP
1998 RS
£000 €220
3 NET INTEREST PAYABLE AND SIMILAR CHARGES
[nterest payable:
On bank overdrafts and other loans repayable wichin 5 vears by Instlmenes 2,070 1985
On loans repayable after more chan 5 years 28 ig
Llire purchase 48 -y
2,146 RARD
Interest receivable (215 1170)
1,931 1Y%
4 TAXATION
On protit for the year:
United Kingdom corporation tax ac 31% [1997 31.5%1 736G e
Dieferred raxacion — UK (34 AN
- Overseas () [
{nerseas tax 153 Ay
849 636
The Group's low taxation churge retlects the benefic of tax reliet on the write-ot! of intangible wssers
in the US and low ax rates in Fong Kong and Swirzerlund.
5 DIVIDENDS
Cquity:Ordinary: Incerim paid of 2.2 per share
{1997 2.2p per shared 411 411
Qrdinary: Final proposed of 2.3p per share
{1997 2.3p per share} 412 130
823 Sl
Non-cquity: Preference 455 (B}
1,278 1,296

6 EARNINGS PER SHARE

The ealcelation of basic earnings per share is based on 18,649,484 shares {1997 18,6955 .3060] and carnings, afrer minority
£ 1 & ¥

interests and  preference dividends of £1,820,000 [1997: £1,31 1,000}

Fully diluted earnings per share is noc disclosed because there is ne dilution.

1L .

The calculacion of adjusted earnings per share is based on carnings of £2,.400,000 [1997: £2.4959.000] calculaced as follows:

1998 1557

£000 £000
Earnings afrer minority ingereses and preference dividends 1,820 1,511
Exveprional iems 580 1,306
Faxarion credit on exceptional items - {158

Larnings after minofity ingerests before exceptional icems 2,400 2,459
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NOTES TO THE FINANCIAL STATEMENTS

PLANT
EQUIPMENT FIXTURES
FREEHCLD LEASEHOLD  AND MOTOR AND
PROPERTY PROPERTY VERICLES FITTINGS TOTAL
£000 £000 £0CG £000 £000
7 OTANNGIBLE FIXED ASSETS
Group
Cose or valuation:
Ac [ January, (998 24909 H3s 54451 wi6 16,151
Exchange ditferences 29 (o) (21} 5 7
Additions - 172 506 273 1,251
Disposals - - (737 37 {794y
At 31 December, 1998 2918 1,001 3,499 1167 10,615
Lepreciation:
AC 1 January, 1598 50 33T 1766 579 3612
Fxchange difterences, - (2) 7) 2 7)
Charge for the year - 85 hall 175 1,1m
Disposals - - (378) (32) [(:114)]
At 31 December, 1998 30 320 3,022 724 4,006
Net bock value:
Ar 31 December, 1998 2918 GRI 2477 443 6,519
At 3 December, 1997 2 HEY S48 26835 67 - 6,539
Cost or valoation at 31 December, 1995 15 represenzed by
surplus on valuation 1,018 - - - 1018
Cost 1.930 1.oul 3,199 1,167 9,397
2948 1001 5,099 1,167 {0,615

The net book value of plant, equipment and motor vehicles included £416,000 [1997: £89.1.000] in respect of assers held under
hire purchase concraces, The depreciation charged on these assees during the vear was £201.000 11997 £205.000}. Included in
leascholed praperey ac cost is U3 H0,000 [1997: £330.000) in respect of a long beasehold properny. The net book value ar 31
December, 1998 was £299.000 [1997: £311 000, The principel frechold property ia the UK wieh a histaric cose of £382.000,
wits revataed on che basis of an open marker value bor existing use at 31 December, 1989 by Conway Kersh, Professional Valuers.
The valuation was £1.7 midlion bae che Direcrors ascribed o value of £80 mitlion, on the groands of prudence. The valuarton was

n accordance with RICS Stacements of Asset Valuation Practice and Guidance Notes.

As noted in the Accounting Policies ne deprectation is provided on treehold property.

QUARTO ANNUAL REPORT 1998
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NOTES TO THE FINANCIAL STATEMENTS

H RN ASSET INVESTMEN]

Al January, 1998
Share of reramed losses

Amouns writeen off

Reduction on associate becoming a subsidiary

At 31 December, 1998

GROUP

COMPANY

INVESTMENT SHARES
IN ASSOCIATE AT COST LOANS TOTAL
£000 £000 £000 £000

220 8,806 11,033 19.839
(20 - 710 CL7HD
- - (293) (295)

{2010} - - .

- 8,806 6,027 144833

[ 1997 dnvestmiene (0 associaces of £220,000 comprises cost of sfiares, less goadwill written off on acyuisition of L9274, fess

the Group’s share of post-acquisition osses of £40,000. The Company has the followmg principal trading subsidiaries (%Diceeely

held by The Quareo Group, Inc), all of which operate in chetr country of incorporacion.

Quarte Publishing ple
Chearen Ine,

Weseern Screen and Sign
Limited

Quarro Magazines
Limircd

Regene Publishing
Services Limiced

Apple Press Limired

Quarte Auscralia Pry Led.

AP Sereenprioters Limiced
RotoVision S.A.
Broughron Hall Inc.
Rockpore Publishers Ine.
Book Sales Tnc.

Quarto Children's
Buoks Limiced
Scata-Tornabene Art
Publishing Co., Inc.
Feont Line
Graphics, [nc,
Walcer Foster
Publishing, In¢

i)c&ign I"HH:HIn;,H.

Lirtrered

England 100 000 shares of &Y cuch Hio# Publishing
1 April, 1976
Dcfilwz.t.rc,. USA 08 shares of no par value T Publishing
10 {crober, 1980
England 1,300 shares of L1 cach Lao# Publishing
24 Novermnber, 1961 Services
I".l‘]l_"ii\]’lrd . 1008 shares of £1 cach 100 Publishing
20 May, 1986
-I—-h);].;"}(()ng ) 1.000 sharcs of HKS10 cach 75 -Puh!islung
23 Ocrober, 1983 Services
England 100 shares of £1 each by Publishing
3 June, 1984
Australia 8 redeemable |3rcff:;'e-n.cc e Publishing
14 Seprember, 1981 shares of AST each and 103
ordinary shares of AS1 cach
LEngland 1,000 shares of £1 cach 100 Publishing
30 Seprember, 198U Services
Switeerland 1,500 shares of SFr500 each  toos Publishing
18 July, 1977
Delaware, USA 100 shares of USS1 cach 100 Publishing
16 March, 1989
L\“lzlhsuclu:métm; USA 'l,()ii(] shares of no Vlrw.irrr'r\'aluc 1(7)7() Publishing
4 December, 1983
.['.)-fzi-:-l\\;nre, USA ) 85 shares of no chr\:‘iluc 80 PEEJ\E}L
13 December, 1972
Ingmd__ o 7 shares of €1 cach tag Pubiishin‘u.
G January, 1976
T’)iclil;\r_{,UST h 1,2 10 shares of no 100 __Pa-b-lis-l.nng
20 June, 1987 par value
Delaware, USA 1000 shares of USS1 cach oo “Publishing
29 April, 1994
DL-I;I\;;E,-"USA 19,625 shares of 100 ’ Publishing
10 February, 1988 USS0.01 cach
Engl;u-‘-ui 200 shares of 5% Publishing T

22 June, 1992

bl cuch

39
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STOCKS AND WORK IN PROGRESS
Finished goods
Work in progress
Raw marerials

Less: Payments on account

DEBTORS

Trade debtors

Amoane dae from sabsidiaries
Prepayments and accrued income
Ocher debrors

Corporation tax and advance corporation tax recoverable

Other debrors in 1997 included £792,000 which was interest bearing.

CURRENT ASSET INVESTMENTS
Listed investments at cost {marker value £1,000)
{1997: £1 ,000] Listed other than on The

[nternational Stock Exchange in London

CASH AND DEPOSITS
Cash at bank

Short term deposits

CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR
Bank overdratts
Current loan insralments

Hire purchase credirors

Total borrowings

Trade creditors

Ocher creditors including taxation and social security:
Corporation tax
Advance corporation tax payabie
Dividend payable
Dividend payable co minority sharcholders
Social security

Other creditors

Aceruals and deferred income

QUARTO ANNUAL 1998
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NOTES TO THE FINANCIAL STATEMENTS

COMPANY

1998 19097 1998 1997
£000 £000 £000 £000
15,448 14,467 - -
14,682 13513 -
20} 934 . .
(747) (1,150) -
29,994 27,794 - -
26,790 28,673 -
. - 363
2,215 20022 -
409 1,053 -
103 332 - -
29,517 32082 - 365
1 1 - -
4,201 1,202 - -
1,154 1,268 - .
5,355 5.470 - -
980 2.46) - R
171 1,075 - -
207 341 - -
1,358 3,877 - .
20,769 21,440 - -
664 548 - -
160 2910 - i8]
412 430 412 430
121 115 - .
294 167 - -
614 909 - .
2,880 2,572 - -
27,281 30,349 412 611




NOTES TO THE FINANCIAL STATEMENTS

14 CREDITORS: Amounts falling due after more than one year
Bank and other loans

Hire purchase liabilities

Total borrowings

Other creditors

Total borrowings are repayable as follows:
Bank loans and overdrafts:
[n one year or less, or on demand
Between one and two years
Berween two and five years

In five years or more

Other borrowings (hire purchase liabilities):
In one year or less, or on demand
Between one ﬂﬂd two years

Between two and five years

Total loans and other borrowings:
[n one year or less, or on demand
Bel‘\VfEn one and EwWo yeﬂrs
BE‘(WEEI} two ﬂ[ld ﬁVE yEEll'S

In five years or more

GROUP

COMPANY

1998 1967 1998 1997

£000 £000 £000 £000

27,699 25,808 - ,
116 233 - -

27,815 26,041 - -
681 632 - -

28,496 20,693 - -

1,151 3,536 - -

188 217 - -

27,511 25,518 - -
- 73 -

28,850 29,344 - -
207 341 - -
107 176 - -

9 57 - -

323 574 - -
1,358 3,877 - -
295 393 - -
27,520 23,575 - -
- 73 - .
29,173 29,918 - -

The above borrowings carry interest at commercial rates ranging from 1.2 % 1o 7.5 %. The total amount repayable in five years

or more in 1997 relates to a bank loan repayable by instalments secured on freehold premises.
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OTES TO THE FINANCIAL STATEMENTS

GROUP

AMQUNT PROVIDED POTENTIAL LIARILITY
1998 1997 1998 1997
£000 £000 £000 £000
DEFERRED TAXATION
Defereed taxation provided in the financial
statements is as follows:
Excess of capital allowances over depreciacion 149 166 149 166
Ocher-UK 007N (1423 (7 (1i2)
Other-overseus 1,146 1,300 1,504 1,366
Revaluation of frechold property - - 316 316
1,188 1,324 i.862 1906
The movement on the provision for deterred mxation is as toblows:
£000
Provision at | Janwary, 1998 1,324
Exchange difference 90
Acquisitions (5)
Transfer to protit and loss account (40
Provision at 31 December, 1998 1,188

SHARE CAPITAL

Authorised:

28,000,000 {1997 28.000,000] shares of common scock of par vabue USSOU10 cach Cshares of common stock™ with an aggregate
nominal value of USS2,800,000 [1997: TS$2,800,000}.

3212587 [1997:5,212,5871 8.75p (ner) convertible cumulative redevmable shares of preferred stock of USS0.10 each Cshares of

preferred stock™ with an aggregare nominal value of US3521,298 11997:U53521,2981.

1998 1907
£000 £000
Equity share capital
Alloceed, called wp and fully paid:
18673306 shares of common stock of par value USSOLO vach
{1997 18,675,306} 1,063 1063
Non-equity share capital
Allorted, called up and fully paid:
3,204,024 shares of preterred srock of US$0.10 each
[1997: 5,204,024] 278 278
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NOTES TO THE FINANCIAL STATEMENTS

At 31 December, 1998, the following options over shares of common stock were ourstanding under the Company's

Executive Share Option Schemes.

NUMBER GF SHARES DATE EXERCISABLE OPTION PRICE PER SHARE
1,000 12 April, 1962 — 11 April, 1999 £1.73264

5,000 14 November, 1992 — 13 November, 1999 £1.5232

30,000 10 April, 1996 — 9 April. 2003 £1.30424

50,000 26 Qcrober, 1997 — 25 Ocrober, 2004 £2.82

78,000 31 March, 2001 - 30 March, 2008 £(1.685

5,000 18 Auguse, 2001 — 17 Auguse, 2008 £0.84

The shares of preferred stock are convertible inco shares of common stock on 1 June, 1990 and annually chereafter ar « rate of
60 shares of common stock for every 100 shares of preferred steck. The Company may at any time purchase shares of preferred
stock in accordance with the righes attaching o such sharces. The Company is obliged to redeem all outscanding shares of
preferred stock in 2009 at a price of £1. The holders of che preferred stock are not enritled to vote at any meeting of
shareholders unless cheir dividend payment is more than six months overdue or the meeting is being held o consider a
resolution for ligumdation, disselution, winding up o1 the appuintment of a receiver. On liguidation, dissolution or other
winding up the holders of the preferred stock are encitled w be paid our of the available assers of the Company the sum of £1
per share and the amount of all acerued dividends payable in priority o any payment being made to the holders of common

stock. There are no special righes o dividends in respece of holders of common stock.

GROUP COMPANY

1998 1997 1998 19¢7
£000 £000 £000 £000
17 TREASURY STOCK
Ac 1 January, 1998 - - - R
Purchase of 730,000 shares
of common stock of par value US $0.10 cach 461 - 461 -
At 31 December, 1998 461 - 461 -
18 RESERVES - PAID IN SURPLUS
At 1 January, 1998 23,891 23,805 23,891 23,805
On shares issued during vear:
Exercise of share opeions - 86 - 86

At 31 December, 1908 23,891 23,891 23,891 23,891
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19 RESERVES - PROFIT AND LOSS ACCOUNT

At | January, 1998

Rerained profic for the year

Goodwill adjusement in respect of prios years’ acquisitions
Goodwill relating to closure of operations

wricten back o reserves

Difference on cranslation of net assers and profit

and loss accounts of non-UK companies

At 31 Decernber, 1998

This is analysed as follows:
Profir and loss account

Goadwit]

NOTES TO THE FINANCIAL STATEMENTS

COMPANY

1998 1997 1998 1697
£000 £000 £000 £000
(14,693) (14,823) (5,639 (4,687
997 470 @710 952}
(340) {19 - -

- 215 - ;

73 (336) - -
(13,963) (14,693) (10,350) (5.639)
15,688 14,618 {10,350) {5.639)
{29.651) (29,311 - -
{13,963) (14,693) (10,350) (5,639




NOTES TO THE FINANCIAL STATEMENTS

LAND AND LAND AND
BUILDINGS OTHER BUILDINGS OTHER
1998 1998 1097 1657
£000 £000 £000 £0C0
20 FINANCIAL COMMITMENTS
At 31 December, 1998, the Group had commitments
o make payments under operating leases during
the next year as follows for leases expiring:
Within one year 114 210 3l 213
Berween two and five years 481 220 953 241
Over five years 460 - 192 -
1,055 430 1,176 454

21

The land and buildings leases are subjece t renc reviews.

Capital commitments at che end of the year for which no provision had been made amounted to £350,000 {1997: £nill. This

expenditure was auchorised and contracred for.

CONTINGENT COMMITMENTS AND LIABILITIES

On 28 February, 1996, the Group acquired Walter Foster Publishing Inc. Of the purchase price US § 966,242 was sercled by
the issue of promissory notes. The principal values of the promissory notes is adjustable upwards co reflect the increase, if any.
in the value (in US dotlars) of The Quarto Group Inc’s common stock over US 8 3.83. As at 16 February, 1999 the value of the

common stock was US $0.96 and accordingly no adjustment has been made in these financial seatements.

Quirto Ine has an agreement to purchase the common stock from the minority shareholder in Book Sales Inc at the end of & five
year period, which was October 1996. The putchase price shall be based on the sharcholders” investment in Beok Sales Inc,
adjusted for subsequent carnings. At 31 December, 1998 chere was a potential liabality, based on Book Sales Inc’s financial
statements, of approximacely US 81,976,000, No provision has been made because the minoricy shareholder has not exercised
their oprion. At 31 December, 1998 the minoricy interest in the consolidated financial statements of The Quarto Group Inc was

S 81,237,000

The Quarte Group Inc. has issued guarancees in respece of £1,602,000 of overdrafts of subsidiaries [1997: £2,028,0001 and
bank loans of £27,198,000 [1997: £25,748,000].

The Group has also issued guarantees in respect of £323,000) of hire purchase creditors of subsidiaries [1997: £574,000].

There are ocher contingene liabilities, arising in the ordinary course of business, in respect of litigation, which the Directors

believe will not have a significant effect on the financial posicion of the Greup.

45
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NOTES TO THE FINANCIAL STATEMENTS

GROUP

1998 1997
22 NOTES ON THE CONSOLIDATED CASH FLOW STATEMENT £000 £000
RECONCILIATION OF OPERATING PROFIT
TO NET CASH INFLOWS FROM QPERATING ACTIVITIES
Operating profic 6,210 6,183
Exceprional costs (36) (1,091)
Depreciation charge 1,101 1,129
Profit un sale of fixed assers 34 (3
[ncrease in stocks and work 1o progress (2,204) (1,182)
{Decreasednerease in creditors (1,083) 4,240
Decrease/{Inerease) in debrors 1,953 4,319
Ner cash inflow from operating activities 3,907 1,903
AS AT CASH EXCHANGE NEW HIRE AS AT
1 JAN 98 FLOW DIFFERENCE PURCHASE 31 DEC 98
£000 £000 £000 £000 £000
S R wIT DERT
Cash at bark and in hand 4,202 [SD] - - 4,201
Bank overdratts < 1 year (2,461} 1,510 (29 (98(H
1,741 {509 29y 3,221
HP credicors (574) 390 - (139 (323)
Current loan instalments < 1 year (1,073) 904 - (71
Bank loans » | year (29,54 D {(2,I87) 239 - (27,469)
Morrgages (267} 37 - - (230)
(27,457) {(856) 259 (159) (28,193)
Management of liquid resources 1,268 (103} [O)] - 1,154
Net Debe (24,448 548 221 (139 (23,818)

23 RELATED PARTY TRANSACTIONS

During the year L. F Orbach and R. J. Morley maintained current aceounts with the Group. The balances on these accounts were less

than £%,000 threughout the year.

QUARTO ANNUAL REPORT
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HISTORICAL COST FIVE-YEAR SUMMARY

PROFT AND LOSS ACCOUNT

Turnover

Operating profit before exeeptional charges

Ner interest

Prafic hefore exceprional charges and raxarion

LOSS ON CLOSURE OF OPERATIONS

PROFIT ON ORUDINARY ACTIVITIES
SEFORE TAXATION
Taxation
PROFIT ON ORDINARY ACTIVITIES
AFTER TAXATION
Minonity intereses
o fOx THE RN ARNCAL YEAR
Dividends
RETAINED PROHT
EARNINGS PER SHARE
Bulore exceprional charges

Alter exceptional charges

DIVIDENDS PER SHARE

BALANCE SHEET
Fixed assees

Orther ueg agseos

NET BORROWINGS

CASH FLOW

Net cash inflow from operacing activities

Return on invesement and servicing of finance

Taxution

Capital expenditure and financial invesement

Acquisttion and disposals

Equity dividends paid

Other

Movement in (debryfunds for year
Met debt as beginning of yeas

Net debr ar end of year

1994 1995 1994 1997 1998
£000 £000 £000 £000 £000
37.927 66,469 80,619 81,820 79,156
0,919 7.854 9,140 6,149 6,190
{GOW) (84 (1,329 (1.941) (1,231)
0,280 T 7811 4,208 4,259
- - - (1,306) (380
0,250 7004 7811 2,902 3,679
(1,741) (1,747 (1,906) (636} {849
1,339 3,267 3,905 2,266 2,830
(298) {241) (528 {500) (5355}
i,281 3.026 5377 1,766 2,275
1,601h (1,801 (1,941 {1,296) {1,.278)
2667 3,226 3,433 470 997
20.8p 24.4p 26.5p 3.2p 129p
20.8p 24.8p 26.5p 7.0p 9.8p
6.3p 7.2%p 8.0p 4.5p 4.5p
5,736 6787 7,392 6,759 6,519
19,415 23 809 38,393 3429 31,720
25,151 30,596 35,745 38,188 38,239
(11,684) (12,497) (22,444) (24, 448) (23,818)
13,167 18,099 13,301 13,710 14,421
1,807 4,903 5,907
(1,691) (2.427) 2,417}
{996) (1,453) (678)
{1,009) (28) {878)
(7,%32) (565) 30
(1,380) (1,587) (955)
880 {847) 379
(9,947) (2,004) 630
(12,497) {22,444 (24 448}
(22 444) (24,448) (25,818)

The summacy cash (ow intoraracion in respect of 1994 and 1993 is aat readily available in che manner reqyuired by the accounting

standard, FRS1, Cash Flow Scacements.




